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‘Dear Applicant:

We have consudered your application for recognmon of exemption from federal income tax:
under section 501(a) of the Intemal Revenue Code as an organization described in. section
501(c)(4). Based oni.the information submitted, we have concluded that you da not qualify for- -
exemption under that sectlon The reasons for our condlusion are set forth below.

You were mcorporated on under the laws of the. state of i Your
stated purpose, as represented in your Articles of lnoorporatlon isto “decrease juvenile crime

. -and.gang activities, discourage drug use and encourage young teens to stay In school, forthe -
betterment of the. commumty by providing wholesome actwlbes

Your. pnmary activity in furtherance of your;purpose, is the sale of products door-to-door
by your youth member participants, in various neighborhoods in the state of {JllllJJp. Products to
be sold include cookies, various candy products, ' scented candles, gourmet tea, novelty
products geared toward children, and other;products that would become, available through
vendors of fundraising products. You indicate that the participants do not purchase the products.
from you and sell-them directly. A pamcnpant will reoeive a specific-number of items to sell
during that day’s sales session. At the and.of each day’s sale session, the'participant will tum
over any unsold- ltems ‘plus cash from the sale of items sold.

You state that your youth members parnapate in the program 2to 3 days per week after
school and on Saturdays. You indicate that tralmng is done by lectures, skits and role playing,
daily meetings, various sales seminars and: motxvatxonal tapes. Participants are taught how to

:conduct themselves dunng presentations. They!are taught how to describe the products, how

to describe the program-in-which they are invoived, and how to overcome objections. The
training will be geared toward the age of the participants. ' You state that virtually all participants
are from economically disadvantaged households. )

You indicate that each participant will: recenve a commission of 25% of the price of each
sale. Your organization will receive the remaining, 75% from which you will-pay for the product -
and the other expenses of the organization. No.other person or organization receives a

.cammnssuon .on the sales activity. Team or group leaders may receive compensation tied to
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perfom\ance. but it is not anticnpated that it will be a. commission as such..- Information provided

by you indicates that the director wouid be paid: the' secretary/bookeeper the
team or group leader $- the warehouse person $ and the contract labor §

You further state that the commission rates areimarket rates, considering the extras given to. the

. participants, ’and would be under market rates if the participants were not given the extras. You
, est:mate that the number of participants will be 25-40 in each locale.

In addmon to door-to-door sales activity, you represent that the youth participants get
monthly trips. to iocal attractions, i.e. amusement parks, camping trips, sporting events, dances,
bowling, skatmg, fishing trips, movies, plays, etc, Other activities include participation in food
drives, and drug awareness programs.

Y ur revnsed financial data indicates that for the ear- you expect total revenue of
5* Of this total, you expect to pay dln participant commissions. Other .
salaries and:wages will'amount to $ For expenses attributable to activities related to
in expenditures. Of this amount you
do not indicate that any expendttures will be. made for'other than operation of your door-to-daor-
sales busmess . )

Sechon 501 (c)(4) of the Code provides’ for the exemption from federal income tax of civic
leagues or organizations not organized for proﬁt'but operated exclusively. for, the promotion of
social welfare and the net eamings of whnch are: devoted exclusively to. charitable,.educational, .

- qr recreational purposes s _ |

Section 1.501(c)(4)-1(a)(2)(ii) of the Income Tax Regulatlons provides that an organization
is not aperated primarily for the promotion of saclal wélfare if its primary dctivity is canrying on a
business with the general public in a manner similar. to organizations that are operated for profit.

. Rev. Rul. 6845, 1968-1 C.B. 259, descnbes a war veterans’ post whose principal source

S 3 mcome is:from bingo games open to the genéral public but whose wincipalactivity*is not 2% -~ e

" bingo: In concluding that the organization is prinarily.engaged in social welfare activities even lf
" it recelves a substantial portion of its funds. from bingo, the Service emphastzed the importance
- of determining the primary activity as opposed to the primary source of income. A determination

of the. pnmary actlvlty requires an analysis of alt the facts and carcumstances

Rev. Rul. 68-46 1968-1 C.B.260, descﬂbes a similar war veterans’ post. After an analysis
of all the facts and circumstances, the Service determined that the organization’s primary
activity was the conduct of a business rather than a social program. The organization rented a-
commercial building and operated a public banquet and :meeting hall with a bar and dining
facilities. Aithough the organization carried on veterans’ programs and other social welfare
activities, based on an analysis of the whole operation, the Service concluded that the business

. activities relaﬂng to the operation of the fadhty exoeeded all other activities.

Rev. Rul. 61-158, 1961-2 C.B. 115, describes. and organization that was created exclusively
for- the promotion of social welfare but whose pnncxpal activity was conducting a lottery on a
weekly basis w1th the general public. Its pnncxpal source of income was the gross receipts from
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the weekly Iottery It used the profits of the! lotte(y for the payment of. general expenses and
" social welfare purposes. The rullng holds that the organization is not operated exclusively for .
" the promotuon of social welfare because its primary activity is.the conduct of a business for
profit, Aocordlngly. ;t is not:exempt. under secﬁon 501{c)(4) of the Code.

Section 501(c)(4) of the Code rmposes ani operatlonal test on orgamzatrons seeking
exemption. Soclal welfare brganizations-are noh precluded from engaging in business activities,
per se, either as a means of providing direct community benefit or as a means of ﬂnancmg their
social welfare programs, Thus, in Rev. Rul,'68-45, the fact that the arganization engaged in
- some activities: characterized as business with the general public for the pumpose of raising. |
funds, rather than to provide direct community beneﬂt. did not preclude a finding that they were!
nevertheless described in section 501(¢)(4). Ani analysis of the organization’s operations as a-
whole: shewed that the business of conducting veterans’ activities (activities that directly benefi t
the commumty as a, whole) were the orgamzatnons’ "pnmary" activities.

, On the other hand -a-business activity conducted to raise funds used for the promotion of -
social welfare may, if it is. the organization’s primary activity, preclude exemption under section
* 501(c)(4). Thus,in Rev: Ruls. 68-46 and 61- 158, exemption was precluded by a finding that the
business activity: of operating banquet fauhtles ar conduc’nng 2 public lottery was the
organizations’ primary. activity. Such activities, standing alone, provide no special benefit to the
. community. Independent from tha monles raised; They differ little. from the operation of
.. commercial businesses ‘other than the fact. that the proﬂts are earmarked for, social welfare
. ‘..purposes . - ‘ : ; : z
“An analysrs of the information you have submrtted shows that the sale of various productsi
door-to-door in the manner of an ordinary commercial business Is your primary activity. That
you are operating an ordnnary commercial business is reflected in the fact that you will pay. youth
participants commissions at the market rate, that you will pay salaries at the market rate, and .
_that your products will be sold at the market rate to the general public in the manner of other.
© commercial dodr-to-goor busmess.e.-, Yvu; yo«’h partrcspanis are prepared. to conduct
. themselves in.a manner. comimonty assoc:ated wrth salespersons worknng for an ordinary
commeraal-busmess Lo

" Moreover, _your ﬁnanual data shows that for the year - all of your expenses
attributable to activities related to your exempt | purposes will-go to eperation of your door-to-door
sales business. You have not shown any expenses related to social welfare activities involving
youth participants or the general community. Therefore, you are operated in a manner similar to

.the organizations. déscribed in Rev. Ruls 68-46 and 61-158 because you are primarily engaged

- in carrying on a business with the general publrc in a manner similar to organizations which are
operated fof; profit rather, than primarily promotmg or conducting social welfare activities that

~ benefit the general comrnuruty ‘ . .

- Accordmgly you do not qualify. for exemptron as an organization described in section
501(c)(4) of the Code and you must file federal income tax returns.




" You ha’vge;t:he right to protest this ruling if you believe itis incorrect. To protest, you should

- submit a statement of your views to.this office, vo{nth a full explanation of your reasoning. This |
staternent, signed by one of your officers, must be submitted within 30 days from the date of this
- lefter. You also have a right to a conference inithis office after your statement is submitted. |
» You:must request'the conference, if you want one, whien you file your protest statement. If you;
“are ta be represented by someone who is not dne of your officers, that person will need to file &

1

~ proper power: of attorney.and otherwise qualify:under our Conference and Practices

‘Requirements.. - * ! '

- If we do not hear from you within 30 days; this ruling will become final and a copy:will be -
forwarded td the Ohio Tax Exempt and Government Entities (TE/GE) offics. Thereafter, any
questions about your federal income:tax status, should be directed ta that office, either by calling
877-828-5500 (a toll- free number) or sending correspondence to: Intemal Revenue. Service,
TE/GE Customer Sertvice, P.O. Box 2508, Cincinnati, OH 45201.

When sending additional letters to us.with respect to this case, you will expedite their
receipt by using:the following address; @ . ¢ :
: .- Intemal.Revenue Service . - . . - : , i
e T.EQ:RATA ! :
.. 1111 Constitution Ave, NW. - . - . ,
" Washington, D.C. 20224 - i ‘ )

. 4 lf you havé. -any qﬁestions, please contact t:he pe:rson whose name and telephone number: .
are shown in the-heading of this letter. Pi . : . B :
| | Sincerely, .
(signed) Gerald V. Sack
Gerald V. Sack.

. . Manager, Exempt Organizations
L Technical-Group 4
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